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As an effective tool of macroeconomic control, foreign exchange intervention 
has not only been used to maintain fixed exchange rate system but also played a more 
and more important part in controlling volatility of exchange rate, ensuring stable 
financial system and even accelerating economy in several emerging economies. At 
the same time, foreign exchange intervention has been affected by the balance of 
payments, exchange rate, economic growth and other factors because of its diversified 
targets. For this reason, we conduct a study on the change and determinants of foreign 
exchange intervention of central bank and offer effective suggestions. First, we get 
two similar series of foreign exchange intervention on the base of simplified and 
extended exchange market pressure models by means of TSLS and OLS. Then, we 
conduct the regime switching test on two series with MSIH(2)-AR(1) model. The 
result shows that the degree of foreign exchange intervention has increased during 
Asian financial crisis and Subprime crisis and decreased after reform of RMB 
exchange rate system. Third, we test the correlation between five macroeconomic 
factors and the probabilities of regimes in order to understand how those factors 
influenced the change of foreign exchange intervention. The result is as following: the 
increase of two lags of relative foreign debt and one lag of net export will force 
central bank to enhance intervention while the raise of two lags of the ratio of funds 
outstanding for foreign exchange of M2 will loosen the degree of intervention by 
enhance the difficulty of intervention. The increase of real effective exchange rate has 
a significant influence on reducing the intervention strength. At last, we offer 
suggestions from several aspects including the selection of time and methods of 
intervention, the management of foreign debt, adjustment of economic structure. 
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